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SUBJECT: FINANCIAL DEVELOPMENTS (WEEK ENDING AUGUST 8) 

REF.: BONN 12847 AND 12936 

1 . SCHMIDT CALLS CABINET-LEVEL MEETING: CHANCELLOR 
SCHMIDT HAS SUMMONED THE HEADS OF THE GERMAN MINISTRIES 
OF FINANCE, ECONOMICS, LABOR AND FOREIGN MINISTER 
GENSCHER TO A MEETING IN HAMBURG TODAY, AUGUST 9 TO 
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DISCUSS THE ECONOMIC SITUATION AND THE GOVERNMENT'S 1978 
BUDGET PLANS. IN GOVERNMENT CIRCLES IT IS THOUGHT, 

HOWEVER, THAT POSSIBLY ALSO NEW ECONOMIC STIMULATIVE 
MEASURES WILL BE DISCUSSED. BUNDESBANK PRESIDENT 
EM MINGER WILL REPORTEDLY ALSO PARTICIPATE. IN THE 
MEANTIME, GOVERNMENT SPOKESMAN GRUENEWALD, WHILE CON- 
CEEDING THAT PREVIOUS FRG EXPECTATIONS FOR GNP GROWTH 
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AND UNEMPLOYMENT REDUCTIONS IN 1977 COULD NO LONGER 
BE REALIZED, DENIED REPORTS THAT ECONOMICS MINISTER 
FRIDERICHS HAD SECRETLY OR OTHERWISE SENT LETTERS TO 
CHANCELLOR SCHMIDT AND FRG CABINET MEMBERS DESCRIBING 
IN PESSIMISTIC TERMS THE OUTLOOK FOR THE GERMAN ECONOMY. 
REPORTS OF THE FRIDERICHS LETTER APPEARED FIRST IN THE 
LATEST (AUG. 8) ISSUE OF THE NEWS-MAGAZINE DER SPIEGEL. 

THE ARTICLE ALLEGED THAT ECONOMIC MINISTER FRIDERICHS, 

IN LETTERS TO CHANCELLOR SCHMIDT, FINANCE MINISTER 
APEL AND LABOR MINISTER EHRENBERG AT THEIR VACATION 
RESORTS, FORECAST A WORSENING OF CONDITIONS ON THE 
ECONOMIC AND LABOR MARKET FRONTS IN THE NEAR TERM. 

2. CENTRAL BANK MONEY: 

IN JUNE, CENTRAL BANK MONEY (CBM), SEASONALLY ADJUSTED, 
INCREASED BY DM 1.5 BILLION BRINGING THE TOTAL VOLUME 
UP TO DM 124.5 BILLION. IN MAY, CENTRAL BANK MONEY 
HAD INCREASED BY DM 1.0 BILLION FOLLOWING A DM 0.5 
BILLION DECLINE IN APRIL. IN THE PERIOD JANUARY- JUNE, 
CENTRAL BANK MONEY WAS 8.7 PERCENT HIGHER THAN IN THE 
SAME PERIOD A YEAR AGO. ASSUMING FOR THE SECOND HALF 
OF 1977 THE SAME RATE OF CBM GROWTH AS IN THE FIRST HALF 
OF THE YEAR, CBM WOULD SHOW A 8.2 PERCENT INCREASE FOR 
1977 (AVERAGE 1977 OVER AVERAGE 1976), THUS SOMEWHAT 
EXCEEDING THE BUNDESB ANK'S 8 PERCENT GROWTH GOAL FOR 
1977. 
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3. BUNDESBANK FOREIGN POSITION: 

DURING THE PERIOD JULY 24-31 THE BUNDESBANK'S NET 
FOREIGN POSITION INCREASED BY DM 0.6 BILLION. GERMANY'S 
IMF GOLD TRANCHE POSITION DECLINED BY DM 306 MILLION 
AND FOREIGN LIABILITIES BY ABOUT DM 1 lO MILLION. FOREIGN 
EXCHANGE HOLDINGS ROSE BY DM 791 MILLION. IN THE FULL 
MONTH OF JULY THE BUNDESBANK'S NET FOREIGN POSITION 
INCREASED BY DM 2.0 BILLION TO DM 87.0 BILLION. 

4. BANK LIQUIDITY: 

DURING THE SAME PERIOD BANKS REDUCED THEIR INDEBTEDNESS 
TO THE BUNDESBANK BY DM 3.6 BILLION. LOMBARD BORROWINGS 
DECLINED BY DM 3.0 BILLION TO DM 1.7 BILLION, NORMAL 
REDISCOUNT BORROWINGS BY DM 0.6 BILLION TO DM 17.1 
BILLION WHILE SPECIAL REDISCOUNT BORROWINGS INCREASED 
BY DM 0.1 BILLION TO DM 4.7 BILLION. 
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A MAJOR FACTOR INCREASING LIQUIDITY WAS USUAL END-OF- 
MONTH PAYMENTS OF FEDERAL AND STATE GOVERNMENTS. DUE TO 
SUCH PAYMENTS THE FEDERAL GOVERNMENT’S NET ASSETS 
HELD AT THE BUNDESBANK DECLINED BY DM 3.6 BILLION TO 
DM 0.5 BILLION AND THE STATE GOVERNMENTS' ASSETS BY 
DM 3.7 BILLION TO DM 2.9 BILLION. THE FEDERAL POST 
SYSTEM, ON THE OTHER HAND, INCREASED ITS BUNDESBANK 
ASSETS BY DM 7.8 BILLION. THIS REFLECTED MAINLY UN- 
SETTLED SOCIAL INSURANCE PENSIONS SINCE THE END OF JULY 
FELL ON A WEEKEND. (IN GERMANY SOCIAL INSURANCE PENSIONS 
ARE PAID THROUGH THE POSTAL SYSTEM.) THE ABOVE- 
MENTIONED INCREASE IN THE BUNDESBANK'S FOREIGN POSITION 
AND OTHER, UNSPECIFIED FACTORS INCREASED LIQUIDITY BY 
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DM 8.5 BILLION. FACTORS REDUCING LIQUIDITY WERE THE 
USUAL INCREASE IN CURRENCY IN CIRCULATION AT THE END OF 
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A MONTH (DM 3.1 BILLION) AND A DM 1 .3 BILLION INCREASE 
IN THE BANKS' HOLDINGS OF RESERVES AT THE BUNDESBANK. 

5. FOREIGN EXCHANGE MARKET: 

THE DOLLAR STRENGTHENED ON GERMAN FOREIGN EXCHANGE 
MARKETS DURING THE PERIOD UNDER REVIEW. FOREIGN EXCHANGE 
DEALERS CREDITED STATEMENTS OVER THE WEEKEND FROM FINANCE 
MINISTER APEL AND SECRETARY BLUMENTHAL (SEE BONN 12936) 

WITH CONTINUING THE MOMENTUM OF THE DOLLAR'S 
RECOVERY. FOR THE PERIOD, FRANKFURT SPOT AND FORWARD 
DOLLAR RATES WERE AS FOLLOWS: 

FORWARD DOLLARS 
SPOT DOLLARS (IN PCT. PER ANNUM) 

OPENING FIXING CLOSING ONE-MONTH THREE-MONTH 


AUG 2 2.2995 2.290 1 2.2900 -1.7 -2.4 


3 

2.2825 

2.2860 

2.2875 

-1.8 

-2.2 

4 

2.2910 

2.2911 

2.2990 

-1.7 

-2.4 

5 

2.2950 

2.2957 

2.2935 

-2.5 

-2.3 

8 

2.3075 

2.3042 

2.3145 

-2.3 

-2.5 

9 

2.3115 

2.3124 

N.A. 

N.A. 

N.A. 


6. MONEY MARKET: 

DURING THE PERIOD AUGUST 2-8, FRANKFURT INTERBANK RATES 
DEVELOPED AS FOLLOWS: 

CALL MONEY ONE-MONTH THREE-MONTH 

AUG 2 3.95-4.05 4.00 4.00 

3 3.9-4.0 4.00 4.00 
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4 3. 8-3. 9 4.00 4.00 

5 3.75-3.85 4.00 4.00 

8 3. 8-3. 9 4.00 4.00 

7. BOND MARKET: 

DURING MOST OF THE REPORTING PERIOD PRICE INCREASES 
FOR DOMESTIC BONDS CONTINUED BUT CAME TO A HALT AT THE 
BEGINNING OF THIS WEEK. ACCORDING TO THE PRESS, AVERAGE 
YIELDS OF OUTSTANDING BONDS BROKEN DOWN BY REMAINING 
MATURITY WERE AS FOLLOWS: 

REMAINING MATURITY 
(YEARS) 1 3 5 6 8 10 


AUGUST 5 4.40 5.00 5.55 5.75 6.10 6.35 

JULY 24 4.50 5.30 5.70 5.90 6.25 6.45 
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THE NEXT DOMESTIC LOAN WILL BE A DM 700-800 
MILLION LOAN OF THE FEDERAL RAILWAYS THE CONDITIONS 
OF WHICH WILL BE DECIDED ON AUGUST 12. IT IS EXPECTED 
THAT THE COUPON WILL BE 6 PERCENT, THE ISSUE PRICE 
SLIGHTLY BELOW PAR AND THE MATURITY 10 YEARS. WITH 
THESE CONDITIONS THE RAILWAY LOAN WOULD BE THE FIRST 
LOAN SINCE EARLY 1969 OFFERED AT A COUPON OF 6 PERCENT. 
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SINCE THAT TIME ALL DOMESTIC BOND ISSUES CARRIED HIGHER 
COUPONS REACHING A RECORD OF 10 PERCENT IN SUMMER 1974. 
(AT THAT TIME BONDS CARRIED MATURITIES OF 5 YEARS AND 
WERE SOLD AT ISSUE PRICES OF ABOUT 98 SO THAT THE YIELD 
TO MATURITY WAS EVEN ABOUT 10 1/2 PERCENT). 

8. FOREIGN DM BONDS: 

ON THE MARKET FOR FOREIGN DM BONDS THE A/S ARDAL OG 
SUNNDAL (NORWAY) HAS PRIVATELY PLACED BONDS OF DM 20 
MILLION (COUPON 6 3/4 PERCENT). ISSUES OF THE FOLLOWING 
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FOREIGN BORROWERS HAVE BEEN ANNOUNCED FOR THE NEXT 
WEEKS: QUEBEC HYDRO-ELECTRIC COMMISSION (DM 200 MILLION, 
COUPON 6 1/2 OR 6 3/4 PERCENT); CENTRALE ELECTRICITAS 
BRASILEIRAS (ELECTROBAS); (DM 150 MILLION, COUPON 7 1/4 
UNCLASSIFIED 
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PERCENT); CFE (MEXICAN ELECTRICITY FIRM, DM 60 MILLION, 
COUPON 7 1/4 PERCENT, MATURITY 5 YEARS); SOUTH AFRICAN 
IRON AND STEEL CORPORATION (ISCOR, DM 150 MILLION, 

COUPON PROBABLY 8 1/4 PERCENT, MATURITY 5 YEARS); 
PETROLEOS MEXICANOS (DM 150 MILLION); GIROZENTRALE, 
VIENNA (DM 100 MILLION); PYHRN AUTOBAHN (AUSTRIAN 
HIGHWAY FIRM; DM 50 MILLION); MALAYSIA (DM 100 MILLION), 
AND THE PHILIPPINES. 

9. ECONOMIC INDICATORS PUBLISHED THIS WEEK: 

SEASONALLY NON-ADJUSTED DATA 


APRIL 

MAY 

JUNE 

JULY 

LIVING COSTS 




(1970 EQUALS 100) 

PERCENT CHANGE 

145.9 

146.5 

147.2 147.0 

OVER 1976 3.8 

3.8 

4.0 

4.3 

UNEMPLOYMENT 




(IN THOUSANDS) 

1.039 

946 

931 973 

UNEMPLOYMENT RATE 

4.6 4.2 4.1 4.3 

JOB OPENINGS 




(IN THOUSANDS) 

246 

243 

262 257 

SHORT-TIME WORKERS 



(IN THOUSANDS) 

242 

317 

256 210 


SEASONALLY ADJUSTED DATA 


UNEMPLOYMENT 

(IN THOUSANDS) 1.019 1.035 1.041 1.049 
JOB OPENINGS 230 214 225 224 
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ACCORDING TO THE LATEST BUSINESS SURVEY DATA OF 
THE IFO ECONOMIC RESEARCH INSTITUTE BUSINESS PESSIMISM 
FURTHER INCREASED IN JUNE. THE MARGIN OF RESPONDENTS 
WHO CONSIDERED THE CURRENT SITUATION AS POOR OVER THOSE 
WHO CHARACTERIZED IT AS GOOD WAS 20 PERCENT IN JUNE AS 
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COMPARED WITH 19 PERCENT IN MAY AND 17 PERCENT IN APRIL.. 

AT THE SAME TIME, THE NUMBER OF PRODUCERS EXPECTING A 
PICK-UP OF BUSINESS DURING THE NEXT 6 MONTHS WAS 
EXCEEDED BY PESSIMISTIC RESPONDENTS IN JUNE BY 9 PERCENT 
(MAY 14 PERCENT; APRIL 12 PERCENT). 

JUNE ORDER AND INDUSTRIAL PRODUCTION DATA HAVE 
BEEN REPORTED IN BONN'S 12847. 

STOESSEL 
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